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PRC Acts On Review Costs and Review of
Firms With Little Or No Accounting and
Audit Practice
Noting that there is now ample experience with PCPS
peer reviews, the Peer Review Committee directed the
staff to provide cost estimates to member firms about to
be reviewed. Starting with the 1981 review year, an
estimate will be included in the engagement letter for each
review conducted by a committee-appointed review team.
It will include an estimated range of hours, and the
applicable hourly rates.
The Committee also revised the standard hourly
rates for members of committee-appointed teams. For
reviews of firms with less than 20 professionals and no
SEC clients, the new rates are $55 for team captains, $45
for team members who are partners or proprietors, and
$35 for other team members. For firms with 20 or more
professionals, and all firms with SEC clients, the rates
are $10 higher for each classification.
This is the first rate revision since the PCPS peer
review program started in mid-1979. The original rates
were $45 for team captains and $35 for other team
members.
In an unrelated action, the PRC adopted policies for
peer reviews of firms with little or no accounting and
audit practice. (For the definition of accounting and
audit practice, see page 24 of the Peer Review Manual
booklet.) Examples are a firm whose practice consists
almost exclusively of MAS work, usually as a sub
contractor to other CPA firms, another firm that provides
computerized data processing services for other CPAs,
and a member whose practice is limited to professional
tax return preparation and consultations. Questions had
been raised about whether peer review is relevant to such
firms since the PCPS charter merely requires that a
member “submit to peer reviews of the firm’s accounting
and audit practice.”
Firms that have no A&A practice may arrange for a
“desk review” of their compliance with the Section’s
membership requirements, based on representations and
substantiating documents submitted by mail. Instead of a
conventional peer review report, the firm would receive a
memorandum report focusing only on membership
requirements.
To minimize costs for firms with a “limited” A&A
practice, a firm may arrange for a “tag-on review,” to be
conducted by a reviewer assigned to a conventional review
in a nearby area. It would be an engagement-oriented
review, its scope would not be limited, and a conventional
report would be issued. The firm would have to apply
for this at least six months before the review must be

completed, be “completely flexible” about when the review
will be conducted, and comply with certain preparatory
procedures to facilitate efficient field work.
To be eligible for such a tag-on review, a firm must
have no more than 500 accounting and auditing hours,
and no more than three audits, in the year to be reviewed.
It can have up to 25 accounting and auditing clients, but
no SEC engagements.
The PRC is developing special procedures and
checklists for both of these new review types. For details,
eligible members should contact the Institute’s Quality
Control Review Division, 212/575-6650.
□

PCPS Adopts the Institute’s CPE Standards
Responding to a request from the AICPA’s Board of
Directors, the PCPS Executive Committee has formally
adopted the Institute’s standards for CPE program
development and presentation. These standards will be
published in the Section’s revised Peer Review Manual
booklet, to be distributed to all member firms in the spring.
Although newly adopted, the standards do not
impose any substantive changes in most member firms’
CPE practices. They apply only to formal education
programs that the firm itself develops or presents. A
preface states that member firms “should consider and
apply” the standards “to the extent appropriate.” These
standards are observed in all Institute CPE programs,
and they have been substantially adopted by accountancy
boards or CPA societies in forty states.
The Executive Committee adopted the standards in
principle in 1979, but deferred publication in order to
coordinate all the details with the SEC Practice Section,
since almost a quarter of the PCPS members are also
in the SECPS.
The Peer Review Committee is developing, in
cooperation with the SECPS, appropriate modifications
to the Compliance Review Program Guidelines. One of
the modifications states that the review of a firm’s
compliance with these standards “ordinarily would be
restricted to programs that the firm presents more than a
few times, primarily to accounting and auditing personnel,
and covering accounting-related and auditing-related
subjects.”
The Institute’s standards also cover CPE reporting
and measurement. The PCPS is retaining its present
reporting standards, which require that the firm (rather
than the individual) maintain records. The PCPS’s
measurement standards are generally compatible with the
Institute’s. One difference is that the PCPS recognizes
a limited amount of credit for writing published books
and articles.
□
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Conference Features Presentations By
Anderson, Chenok
George D. Anderson, Vice Chairman of the Institute’s
Board of Directors, will be the featured luncheon speaker
at the Third Annual PCPS Conference, April 26-28, in
Kansas City. Mr. Anderson is the chairman of the
board nominee. He is managing partner of Anderson
ZurMuehlen & Company, in Helena, Montana.
AICPA President Philip B. Chenok will report to the
Conference on the Institute’s progress (and problems, if
any) in implementing the specific recommendations of the
Special Committee on Small and Medium Sized Firms.
Those who attended the two prior PCPS conferences will
recall that Samuel A. Derieux, who chaired the Special
Committee, presented interim reports to the PCPS in
Reno and Miami.
The Conference will include a brief progress report
from the chairmen of the three PCPS committees, and
concurrent small-group member forums designed to
provide input to committee members on what the PCPS
is and should be doing. In another session, representatives
of the profession’s standard-setting authorities will discuss
standards that affect private companies, with emphasis
on the process of developing standards. Other
presentations will include:
• What We Have Learned From the First 100
Peer Reviews
• How to Minimize CPE Costs
• The Cost/Benefit Approach to Effective Quality
Control
On April 29, immediately following the Conference,
the Institute’s quality control review division will present
a full day course on conducting a peer review, with a
supplementary course the next day for review captains.
The Conference will be held in Kansas City’s
sparkling new Hyatt Regency Hotel, located in the Crown
Center Complex. Kansas City is close to the forty-eight
states’ geographic center, and has excellent airline service.
Registration for the Conference is $125, which does
not include the reviewers’ courses on April 29 and 30.
For details, contact the AICPA’s Meetings
Department.
□

PCPS Committee Nominations Requested
A letter is being sent to the managing partners of each
PCPS member firm, requesting recommendations (or
volunteers) for service on PCPS committees. If you do
not receive this letter and would like to submit a recom
mendation, please contact the Director, PCPS for a
copy of the letter.
There are three PCPS committees—the Executive,
Peer Review, and Technical Issues Committees. About
one third of the members are appointed each year. All
must be AICPA members with PCPS member firms. Each

committee meets about five times a year for one or
two days.
Nominations should be received by February 28.

□

Special Committee on Small and Medium
Sized Firms: PCPS Endorses all
Recommendations; Emphasizes Four
Following a detailed review of the more than two dozen
specific recommendations in the Special Committee’s
report, the Executive Committee endorsed the full report
and formally requested the Board of Directors “to provide
the authority and mechanisms for expeditious implemen
tation” of the recommendations.
The Executive Committee’s enthusiasm for the report
is paralleled throughout the profession. The report was
welcomed and discussed at length when it was presented
at the Institute’s annual meeting in October. Not a single
member rose to criticize it.
Without detracting in any way from its endorsement
of the full report, the members of the Executive Com
mittee expressed their particular interest in these four
specific recommendations:
FASB access. The Private Companies Practice Section
can become a more effective voice of smaller CPA firms and
their clients. A procedure should be developed whereby PCPS
positions on accounting standards could be required to be
transmitted by AcSEC to FASB in circumstances under which
a substantial majority of the PCPS Executive Committee
requests it, even though AcSEC may have taken a different
position.
Relief from accounting standards. AICPA should appoint
a special committee to study alternate means of providing
additional relief from accounting standards which are not cost
effective for small businesses.
Selective supplemental disclosures. The committee
endorses the concept being studied by the FASB to distinguish
between supplemental disclosures which might be required of
selected financial statement preparers using GAAP and
disclosures which would be required in financial statements
of all GAAP users.
Information for peer reviews. AICPA should develop
a program for the submission of information which, on its
surface, might indicate the inability of a firm to adhere to
appropriate standards. This type of information might include
instances where there are indications that insufficient hours
were budgeted to complete the engagement properly, or a
proposed fee was so low as to question the adequacy of the
number of hours budgeted, or a firm did not have sufficient
personnel or expertise, or access to sufficient personnel or
expertise to carry out the engagement. Such information
would be made available to peer reviewers so they could
determine whether or not there had been an actual adverse
effect on quality. Information obtained under this program
would not be used for disciplinary purposes.

The PCPS committees and staff have offered to assist
in any practical way in the implementation of these and
other recommendations of the Special Committee.
□

3

“OCBOA” Quits Acronyms Anonymous;
Gains Greater Visibility
A frequent response to the accountant who complains about
GAAP’s “standard overload” is to point out that a CPA
can properly give a “clean” report on statements prepared
on an “other comprehensive basis of accounting”—
OCBOA, for short. A major problem has been the lack of
guidance as to what constitutes an acceptable comprehen
sive basis other than GAAP, and of specific examples of
professionally-prepared OCBOA statements.
Although some practitioners frequently use OCBOAs,
others sometimes hesitate to devise their own statement
formats and to make subjective decisions about questions
such as, for example, what accruals are appropriate under
a modified cash basis, or what disclosures should be
included.
The professional literature recognizes the existence of
OCBOA financials, but provides scant guidance on content
and format. SAS 14 identifies several OCBOAs, illustrates
appropriate auditor’s reports, and suggests several state
ment titles that may be used (AU Section 621.02-.08).
SSARS 1 refers to SAS 14 (AR Section 100.04). An
interpretation of SAS 14 (AU Section 9621.34-.39)
states that when OCBOA financials contain items that are
the same as or similar to those in GAAP financials, “the
same degree of informative disclosures is generally
appropriate,” and provides a few examples. The AICPA’s
Technical Practice Aids include two relevant but limited
Q&As (TPA Section 1500.04-.05). None of these sources
provides much guidance on what the line-item and subtotal
captions should be, how the statements should be organ
ized and formatted, or what specific information should be
disclosed.
A quick review of the Accountants Index and of account
ing journals and texts indicates that, in general, the subject
is avoided throughout accounting literature. A probable
reason is that very few OCBOA statements are available
to authors, since such statements are rarely published by
their issuers.
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These examples should be helpful to accountants in
preparing OCBOA statements. Note, however, that they
neither establish standards nor provide official guidance,
and they do not in any way limit OCBOA financials to
the formats illustrated. Only the profession’s “authori
tative” literature could do that, and as noted earlier, such
literature provides very sparse coverage of OCBOAs.
In developing these illustrations, the staff encount
ered the same basic problem as did earlier authors—
getting access to professionally-prepared OCBOA
financials of nonpublic entities. Recalling the intense
pressure that PCPS applied to initiate the Audit and
Accounting Manual, the staff asked the Section’s com
mittee members to submit samples from their own
practices (with client identities deleted, of course).
Dozens of examples were received, and were the major
source of the illustrations that will be published.
LONG RANGE RELIEF IN SIGHT

The standards overload was one of the main prob
lems addressed by the Special Committee on Small and
Medium Sized Firms. Its report endorses the use of an
OCBOA, provided it is clear that the basis is not GAAP.
The AICPA is now setting up another special committee
to deal with the report’s recommendation to study “alter
nate means of providing additional relief from accounting
standards which are not cost effective for small business.”
It seems probable that this new committee, which
will be separate from the Institute’s existing Accounting
Standards Division, will develop long range improvements
for private companies and the CPAs who serve them, and
that this will be done without diluting GAAP’s measure
ment principles. In this way, the users of financial state
ments prepared in accordance with generally accepted
accounting principles will retain their confidence that the
standards governing these statements are uniform,
whether the issuer is a multinational conglomerate or
a corner drugstore.
□

Inspection Requirement Clarified Further
IMMEDIATE HELP IS ON THE WAY

Recognizing that OCBOA statements are increasingly
attractive as GAAP’s measurement principles become
more complex, the staff of the AICPA’s Technical Informa
tion Division resolved to fill the void by publishing
examples to assist practitioners. The first set will be
presented early this year, as a supplement to the nonauthoritative Audit and Accounting Manual, and will also
be included in the Manual’s paperback edition, which
will be available mid-year. It includes examples of state
ments on the cash receipts and disbursements, modified
cash, and income tax bases, along with illustrations of
selected notes for these bases—primarily summaries of
significant accounting policies.

In an article captioned “Inspection Should Precede Peer
Review,” this Reporter’s October issue stated that “if a
firm has not conducted any inspection procedures before
its first peer review, the reviewer would not be in a
position to opine that the firm’s system of quality control
‘was being complied with . . .’—that is, the reviewer could
not issue a ‘clean’ report.”
The Peer Review Committee has since reconsidered
this position, and reaffirmed it in principle. The members
agreed, however, that reviewers should recognize the
materiality principle, and that the mere lack of documen
tation of the inspection procedures that were conducted
would not by itself result in a modified report on the
firm’s peer review.
□
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Technical Issues Committee Recommends
Improved Exposure Draft Procedures
In a letter addressed to the AICPA’s President, TIC
Chairman Sandra A. Suran conveyed the Committee’s
“serious concern about the limited distribution of certain
exposure drafts and a specific recommendation for
improvement.”
Acknowledging that some drafts (such as accounting
and audit guides) are just too bulky to be distributed
routinely to all practice units, Ms. Suran emphasized that
the Institute nevertheless has an affirmative responsibility
“to alert all of its members to proposals that might affect
them, and to point out the proposals’ significance in such
a way that interested members are encouraged to study
and comment on them.” While The CPA Letter normally
mentions these drafts, it usually just reports the title and
general subject matter without highlighting the proposals’
potential impact. And it is not always clear in the Letter
how widely a draft will be circulated, or whether an inter
ested member must specifically request a copy.
“We recommend,” the letter continues, “that the
issuer of such a draft prepare a concise summary that
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draws specific attention to significant changes from prior
pronouncements and any significant effects that the docu
ment could have on practice. This summary, together
with a coupon that can be used to order a timely copy of
the draft, would be distributed to all practice units or, in
some cases, to all practicing members. This procedure
would make it relatively simple for members to study and
comment on proposed pronouncements in which they are
particularly interested, and would make it clear to all
members that their views are needed and wanted. . . .
“Each practice unit would receive a freestanding
summary of an exposure draft, highlighting its effect on
practice. Members would not be asked to comment on
the summary, but could readily obtain a copy of the full
proposal, study it, and then comment constructively.”
Ms. Suran cites earlier PCPS letters on the subject,
which were addressed to separate technical divisions of
the Institute. She concludes by expressing the Commit
tee’s conviction that “the procedure we recommend is
needed to assure all of the Institute’s practicing members
that our standard setting bodies want their input and
respect their interests. We urge you to give this high
priority.”
□
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